Abstract: This study examines the impact of Corporate Governance (CG) variables of Board Size
Introduction
Banks grant credits in the day-to-day transaction to customers with the expectation of repayment at the end of a specified time. However, sometimes such credits remain uncollectible; these uncollectible credits constitute what is known as non-performing loans (NPLs). Nonperforming loans are loans that are no longer producing income for the bank. Loans become nonperforming when borrowers stop making payments and the loans enter default. Non-performing loan according to the International Monetary Fund (IMF), is any loan in which interest and principal payments are more than 90 days overdue; or more than 90 day's worth of interest has been refinanced, capitalized, or delayed by agreement, or payments are less than 90 days overdue, but are no longer anticipated; that is, there are good reasons to doubt that payments will be made in full. The Central Bank of Nigeria issued prudential guidelines for licensed banks on November 7, 1990 which defines nonperforming loans as when interest or principal of a credit facility is due and unpaid for 90 days or more; and interest payments equal to 90 days interest or more have been capitalized, rescheduled or rolled over into a new loan.
Corporate Governance (CG) is the process which facilitates the creation of shareholder's value, protection of the individual and collective interests of all stakeholders in an establishment are achieved through. Corporate governance is generally associated with the existence of agency problem and its roots can be traced back to separation of ownership and control of the firm. Agency problems arise as a result of the relationship between shareholders and managers and are based on conflicts of interests between controlling shareholders and minority shareholders which is at the heart of the corporate governance literature.
In order to forestall or mitigate the weaknesses in Corporate Governance, the Central Bank of Nigeria (CBN) in 2006, pronounced a set of codes of corporate governance that should be mandatorily observed by Nigerian Deposit Money Banks in day to day operations of the banks. They are: Equity ownership, Organizational structure, Executive duality, quality of Board membership, Board performance appraisal, quality of Management, reporting relationship, industry transparency, due process, data integrity and disclosure requirement.
The study comprises of fourteen (14) Nigerian Deposit Money Banks for a period of seven years from 2005 to 2011. The seven year period is because of the period that corporate governance became pronounced in Nigeria. Moreover, Nigerian bank consolidation in 2005 led to many banks having their names changed due to mergers, acquisitions.
This study is organized into five sections. Section two is review of related literature and it carefully synthesized relevant works conducted by others in order to synchronize the views held on the subject matter. Section three is methodology of this study and it covers techniques of sampling, data collection and analysis. Section four presents and analyses the data obtained based on the methodology of the study and section five concludes the study and offers recommendations.
Review of the Empirical Studies on Corporate Governance and Nigerian Money Deposit Banks
Oghojafor, Olayemi, Okonji, and Okolie (2010) examine poor corporate governance and its consequences on the Nigerian Banking Sector. The study used structured questionnaires to elicit responses from one hundred and twenty (120) respondents consisting of investment analysts, financial experts, banks' employees, shareholders and customers among others. Using chi-square, the study confirmed that poor governance culture and supervisory laxities were majorly responsible for the current banking crisis. Bebeji (2010) evaluates credit management strategies and non-performing loans of Nigerian Banks. He employs survey design using both primary and secondary data with a sample of thirty (30) employees of Ecobank. He finds that a liberal credit policy, poor management and ineffective monitoring of debts are significantly related to non-performing loans.
Somoye (2010) investigates the variation of risks on non-performing loans of banks in Nigeria. A sample size of fifteen (15) banks was used and data were extracted from the audited financial statements from 1997 -2007. To estimate the variation, he adopted a multiple regression model of the ordinary least square (OLS) method. The results show that earning risk has a greater significant influence on non-performing loans, followed by interest rate risk and monetary policy rate.
The Central Bank of Nigeria and the Nigerian Deposit Insurance Company (NDIC) commissioned special examinations on all 24 banks in Nigeria in August 2009. Eight (8) banks were found to have major weaknesses in corporate governance and risk management practice and similar factors, while another two were found to have primarily capital deficiencies (Sawa, 2011).
As can be seen from the above review of related empirical studies, several efforts have been made to examine the problem of non-performing loans of Nigerian money deposit banks, but none has looked at it from the angle of Corporate Governance. Studies on Corporate Governance and Nigerian deposit money banks addressed bank failure, corporate performance and other characteristics of banks but did not include non-performing loans. Clearly, this is the first attempt ever to address the problem of non-performing loans from corporate governance angle; to the best of our knowledge, we have not come across any such study. In this regard, this study has made significant contribution to fill up the existing gap literature.
Methodology
This study adopts ex-post factor research (after the fact) design which implies that the events observed have taken place already. Hence, the study utilizes secondary data from the annual reports and accounts of the sampled banks.
The population of the study consists of all Nigerian deposit money banks quoted on Nigerian stock exchange as at December, 2011. However, because of the need for availability, reliability and accuracy of data, only money deposit banks quoted on the Nigerian Stocks Exchange are considered by the study. Strictly adhering to this criterion resulted to (14) banks emerging as the new population of the study. The entire new population of the study constitutes the sample size because it not too large to be studied. It is seen in table 1 below Significance level is set at 95% confidence level. This gives room for an error of 5%, which is known as the alpha (α) of 0.05 which is 5%.
Results
The data obtained for analysis are as seen in Appendix I attached. Multiple regressions were analysis was carried out using SPSS version 17. The apriori expectation is that corporate governance should have a negative relationship with the level of non-performing loans of Nigerian Deposit Money Banks. The result is as seen in table 3 below. From the result in Table 3 , the coefficient of BS is 0.517 and this means that BS is positively related to NPL of Nigerian Deposit Money Banks. However, the low "t" value of 1.254 with the probability of 0.213 clearly shows that BS has no significant relationship with NPL. Similarly, from the result, BC coefficient of 0.631 is positively related to NPL. However, the t-statistic of 1.016 with the probability of 0.312 means that BC has no significant relationship with NPL of Nigerian Deposit Money Banks.
Also from Table 3 above, composition of AC which has the coefficient of -0.250 shows an inverse relationship with NPL of Nigerian Deposit Money Banks. However, the t-statistic value of -1.908 with the probability of 0.060 means that the relationship is not statistically significant. In the same vein, PS which has the coefficient of -0.138 shows that, there is inverse relationship between PS and NPL. However, the t-statistic value of -1.031 with the probability of 0.305 means that the relationship between PS and NPL is not statistically significant.
The overall model as measured by the F-statistic of 1.443 which is statistically not significant indicates that Corporate Governance in Nigeria, taking BS, AC, PS and BC has no significant impact on NPL of Nigerian Deposit Money Banks. The R 2 of 0.058, means that only 5.8% of the total variation in dependent variable (NPL) is explained by all the independent variables. This is a very poor fit as it shows that a large percentage (94.2%) cannot be explained by the Corporate Governance variables of BS, AC, PS and BC. Also, the adjusted R 2 shows 0.018 which is very low.
Discussion
It is expected that Non-performing loans should decrease if Corporate Governance is effective. However, from the above analysis, it is discovered that all the explanatory variables are not statistically significant. This simply means, they have no significant impact on Non-performing Loans of Nigerian Deposit Money Banks. A likely explanation of this could be the way things are been done in Nigeria. For instance, the way committees of the banks are been constituted. Members of audit committee in Nigeria are mixed, that is both finance and none finance members constitute the committee. This can affect the way the committee discharges its functions.
The findings of this study suggest that Corporate Governance has not helped in providing solution to the problem of Non-performing loans, a phenomenon that has been the undoing of Money deposit banks in Nigeria for decades. The reason for sacking the Managing Director/Chief Executives and Executive Directors of five banks by The Central Bank of Nigeria (CBN) on August 13, 2009 confirms the findings of this study; that the banks' officials were removed due to high level of non-performing loans in the five banks which was attributable to poor corporate governance practices, lax credit administration processes, and absence or non-adherence to the banks' credit management practices (Omoh & Komolafe, 2009 ). The finding of the study confirms the position of Nworji et al., (2011) that the consistent increase in the figure of non-performing loans of Nigerian Deposit Money Banks in recent time has raised questions on the consistency of the corporate governance practices in the banking sector. 
Conclusion and Recommendation

